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To the People of Kentucky
Honorable Steven L. Beshear, Governor
Jonathan Miller, Secretary
Finance and Administration Cabinet
Honorable J.M. Hall, Knox County Judge/Executive
Honorable Raymond Smith, Former Knox County Judge/Executive
Members of the Knox County Fiscal Court

The enclosed report prepared by Ross & Company, PLLC, Certified Public Accountants,

presents the Fourth Quarterly Report of Knox County, Kentucky, as of and for the year
ended June 30, 2006.

We engaged Ross & Company, PLLC to perform the audit. We worked closely with the
firm during our report review process; Ross & Company, PLLC evaluated Knox County’s
internal controls and compliance with applicable laws and regulations.

Respectfully submitted,

e alon
Crit Lualen
Auditor of Public Accounts
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EXECUTIVE SUMMARY

AUDIT EXAMINATION OF THE
KNOX COUNTY FISCAL COURT

June 30, 2006

Ross & Company, PLLC was engaged to audit the financial activities of the Knox County Fiscal Court
for fiscal year ended June 30, 2006 and have issued a disclaimer of opinion thereon. In accordance with
OMB Circular A-133, we have issued an unqualified opinion on the compliance requirements that are
applicable to Knox County’s major federal programs for the year ended June 30, 2006.

Based on our assessment of fraud risk, we determined the risk for fraud to be too high and we were
unable to apply other procedures to overcome this fraud risk. In addition, the Fiscal Court had
weaknesses in the design and operation of its internal control procedures and accounting functions.
Furthermore, management elected to override the internal control procedures that were in place. In
addition, management did not provide us with a representation letter required by generally accepted
auditing standards. The significance of these issues, in the aggregate, prevents us from expressing an
opinion and we do not express an opinion on the financia activities of the Knox County Fiscal Court.

Report Comments:

2006-01 The County Should Improve Their Internal Control Procedures

2006-02 The County’s Security and Controls Over The Accounting Software Are Inadequate

2006-03 The County Should Have Better Control Over Voided Checks

2006-04 The County Should Maintain Proper Records For The Public Properties Corporation Fund

2006-05 The County Should Require The Depository Institution To Pledge Or Provide Sufficient
Collaterd

2006-06 The Jail Canteen Account Should Be Closed

2006-07 The Former Administration Transferred $411,604 Of Funds Prior To Fiscal Court Approval

2006-08 The County Did Not Follow Proper Purchase And Procurement Procedures That Resulted In
Over $2,000,000 Of Expenditures That Failed Testing Procedures

2006-09 The County Should Take Possession Of Assets That Were Purchased Within A Reasonable
Time Period

2006-10 The County Owes Approximately $728,000 In Past Due Inmate Medical Bills

2006-11 Over $4,000 Of Credit Card Expenditures Could Not Be Appropriately Validated And Were
Not Properly Documented

2006-12 The Purpose And Location Of Work Performed Using Rental Equipment Should Be Logged
Daily And Signed By The Operator

2006-13 Questionable Payments Were Made To A Company Totaling $113,173 For Various County
Road Projects

2006-14 The County Should Require All Employees To Maintain Timesheets And Keep Attendance
Records

2006-15 The County Has Inaccurate And Incomplete V acation Records For Employees

2006-16 The County Should Ensure That The Same Level Of Health Insurance Benefits Are Provided
To All County Employees As Stated In Kentucky Attorney General Opinion (OAG) 94-15

2006-17 The County Failed To Report Fringe Benefits Compensation As Taxable Income On
Employees W-2's And The County Also Needs To Improve Internal Controls Over County
Cell Phone Usage

2006-18 The Fiscal Court Minutes Should Be Complete, Adequately Maintained, And Filed In The
Proper Location

2006-19 The Former County Treasurer Did Not Prepare A Schedule of Expenditures Of Federal
Awards
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2006-20

2006-21

2006-22

2006-23

2006-24

The County Should Maintain Complete And Accurate Capital Asset Schedules To Comply
With GASB 34 Requirements

The County Should Ensure That All Required Individuals File A Financial Disclosure
Statement

The County Entered Into An Agreement To Lease/Sell The Knox County Hospital Without
Fiscal Court Approval And Without Complying With State Disposal Laws

The County Should Ensure That The Knox County Public Properties Corporation Is
Complying With Contractual Agreements

The Former Treasurer Did Not Prepare An Annua Statement In Accordance With KRS
424.220
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ROSS & COMPANY, pLLc

Certified Public Accountants
800 Envoy Circle
Louisville, KY 40299
Telephone (502) 499-9088
Facsimile (502) 499-9132
WWW.r 0SsCpas.com

To the People of Kentucky
Honorable Steven L. Beshear, Governor
Jonathan Miller, Secretary
Finance and Administration Cabinet
Honorable J.M. Hall, Knox County Judge/Executive
Honorable Raymond Smith, Former Knox County Judge/Executive
Members of the Knox County Fiscal Court

Independent Auditor’ s Report

We were engaged to audit the financial activity contained in the Fourth Quarterly Report of Knox
County, Kentucky, as of and for the year ended June 30, 2006. The financial activity is the
responsibility of the Knox County Fiscal Court.

The financia activity contained in the Fourth Quarterly Report is intended to present budgeted and
actual revenues and expenditures of the Knox County Fiscal Court on the cash basis of accounting and
also the long-term debt of the Fiscal Court. Actual revenues and expenditures are recognized when
received or paid rather than when earned or incurred. The presentation of the financia activity
contained in the Fourth Quarterly Report is not intended to be a presentation in conformity with
generally accepted accounting principles.

Based on our assessment of fraud risk, we determined the risk of fraud to be too high, and we were
unable to apply other procedures to overcome this fraud risk. In addition, the Fiscal Court had
weaknesses in the design and operation of its internal control procedures and accounting functions.
Furthermore, management elected to override the internal control procedures that were in place. In
addition, management did not provide us with a representation letter required by generaly accepted
auditing standards.

Because of the high level of fraud risk, interna control weakness, management overrides of controls,
and failure to provide a management representation letter, the scope of our work was not sufficient to
enable us to express, and we do not express, an opinion on the financial activity contained in the report
referred to in the first paragraph.

Our audit was conducted for the purpose of forming an opinion on the Fourth Quarterly Report of Knox
County, Kentucky. The accompanying schedule of expenditures of federal awards is presented for
purposes of additional analysis as required by the U.S. office of Management and Budget Circular A-
133, Audits of States, Local Governments and Non-Profit Organizations, and is not a required part of
the Fourth Quarterly Report. Because of the scope limitations discussed in the third paragraph above,
the scope of our work was not sufficient to enable us to express an opinion on the Fourth Quarterly
Report, and likewise for the same reasons, we are unable to express, and we do not express, an opinion
on the schedule of expenditures of federal awardsin relation to the Fourth Quarterly Report.
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To the People of Kentucky
Honorable Steven L. Beshear, Governor
Jonathan Miller, Secretary
Finance and Administration Cabinet
Honorable J.M. Hall, Knox County Judge/Executive
Honorable Raymond Smith, Former Knox County Judge/Executive
Members of the Knox County Fiscal Court

In accordance with Government Auditing Standards, we have also issued our report dated May 26,
2008, on our consideration of Knox County, Kentucky’s internal control over financial reporting and on
our tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements
and other matters. The purpose of that report is to describe the scope of our testing of internal control
over financial reporting and compliance and the results of that testing, and not to provide an opinion on
the internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be considered in assessing
the results of our audit.

Based on the results of our audit, we present the schedule of findings and questioned costs, included
herein, which discusses the following report comments:

2006-01
2006-02
2006-03
2006-04
2006-05
2006-06
2006-07
2006-08
2006-09

2006-10
2006-11

2006-12

2006-13

2006-14

2006-15
2006-16

2006-17

2006-18

2006-19

2006-20

The County Should Improve Their Internal Control Procedures

The County’ s Security and Controls Over The Accounting Software Are Inadequate

The County Should Have Better Control Over V oided Checks

The County Should Maintain Proper Records For The Public Properties Corporation Fund
The County Should Require The Depository Institution To Pledge Or Provide Sufficient
Collaterd

The Jail Canteen Account Should Be Closed

The Former Administration Transferred $411,604 Of Funds Prior To Fiscal Court Approval
The County Did Not Follow Proper Purchase And Procurement Procedures That Resulted In
Over $2,000,000 Of Expenditures That Failed Testing Procedures

The County Should Take Possession Of Assets That Were Purchased Within A Reasonable
Time Period

The County Owes Approximately $728,000 In Past Due Inmate Medical Bills

Over $4,000 Of Credit Card Expenditures Could Not Be Appropriately Validated And Were
Not Properly Documented

The Purpose And Location Of Work Performed Using Rental Equipment Should Be Logged
Daily And Signed By The Operator

Questionable Payments Were Made To A Company Totaling $113,173 For Various County
Road Projects

The County Should Require All Employees To Maintain Timesheets And Keep Attendance
Records

The County Has Inaccurate And Incomplete V acation Records For Employees

The County Should Ensure That The Same Level Of Health Insurance Benefits Are Provided
To All County Employees As Stated In Kentucky Attorney General Opinion (OAG) 94-15
The County Failled To Report Fringe Benefits Compensation As Taxable Income On
Employees W-2's And The County Also Needs To Improve Internal Controls Over County
Cell Phone Usage

The Fiscal Court Minutes Should Be Complete, Adequately Maintained, And Filed In The
Proper Location

The Former County Treasurer Did Not Prepare A Schedule of Expenditures Of Federal
Awards

The County Should Maintain Complete And Accurate Capital Asset Schedules To Comply
With GASB 34 Requirements
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To the People of Kentucky

Honorable Steven L. Beshear, Governor

Jonathan Miller, Secretary

Finance and Administration Cabinet

Honorable J.M. Hall, Knox County Judge/Executive

Honorable Raymond Smith, Former Knox County Judge/Executive

Members of the Knox County Fiscal Court

2006-21 The County Should Ensure That All Required Individuals File A Financial Disclosure
Statement

2006-22 The County Entered Into An Agreement To Lease/Sell The Knox County Hospital Without
Fiscal Court Approval And Without Complying With State Disposal Laws

2006-23 The County Should Ensure That The Knox County Public Properties Corporation Is
Complying With Contractual Agreements

2006-24 The Former Treasurer Did Not Prepare An Annua Statement In Accordance With KRS
424.220

Respectfully submitted,

Ross & Company, PLLC
Certified Public Accountants

May 26, 2008
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Fiscal Court Members:
Raymond C. Smith
Carson Gilbert

Willard Bargo

Vernon Hamilton

Doyle Gibson

Guilio Cima

Other Elected Officials:
Charley Dixon, Jr.
Preston Smith

Mike Corey

Greg Helton

John Pickard

Bill Oxendine

Jerry Garland

Appointed Personnel:
Tammy Wine
Tammy Wine

Tammy Mayes

County Judge/Executive
Magistrate
Magistrate
Magistrate
Magistrate
Magistrate

County Attorney

Jailer

County Clerk

Circuit Court Clerk

Sheriff

Property Valuation Administrator

Coroner

County Treasurer
Occupational Tax Administrator

Finance Officer



THISPAGE LEFT BLANK INTENTIONALLY



KNOX COUNTY
FOURTH QUARTER FINANCIAL STATEMENT

For TheYear Ended June 30, 2006
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KNOX COUNTY
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Fiscal Year Ended June 30, 2006

Pass-Through Federal Total By
Program Title Grantor'sNumber ~ CEDA No. Expenditures CFDA #
U.S. Department of Commerce
Administered by NOAA
Congressionally Identified Awards & Projects WWO03-05 11.469 660,328
Congressionally Identified Awards & Projects SG04-05 11.469 83,900
Congressionally Identified Awards & Projects CF04-21 11.469 45,000 789,228 ***
U.S. Election Assistance Commission
Passed through Ky Sate Board of Elections:
Help America Vote Act Requirement Payments na 90.401 147,250 147,250 ***
U.S. Department of Homeland Security
Passed Through KY Office of Homeland Security:
State Domestic Preparedness Support Program M-04607120 97.004 919
State Domestic Preparedness Support Program M-04647883 97.004 2,423
State Domestic Preparedness Support Program M-05334449 97.004 10,000 13,342
Emergency Management Performance Grant M-05029993 97.042 6,381 6,381
Homeland Security Grant Program M-05323602 97.067 266,020 266,020 **
Total U.S. Department of Homeland Security 285,743
TOTAL FEDERAL EXPENDITURES $ 1,222,221

Tested as Major Programor Cluster ***
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KNOX COUNTY
NOTESTO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
Fiscal Year Ended June 30, 2006

Note 1- The accompanying Schedule of Expenditures of Federal Awards includes the federal grant
activity of Knox County, Kentucky and is presented on a modified cash basis of accounting.
The information in this schedule is presented in accordance with the requirements of OMB
Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations.




REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND
ON COMPLIANCE AND OTHER MATTERSBASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS






ROSS & COMPANY, pLLc

Certified Public Accountants
800 Envoy Circle
Louisville, KY 40299
Telephone (502) 499-9088
Facsimile (502) 499-9132
WWW.r 0SsCpas.com

The Honorable Raymond Smith, Knox County Judge/Executive
Members of the Knox County Fiscal Court

Report On Internal Control Over Financial Reporting And
On Compliance And Other Matters Based On An Audit Of Financial
Statements Performed In Accordance With Government Auditing Standards

We were engaged to audit the financial activity of the Fourth Quarterly Report of Knox County,
Kentucky, as of and for the year ended June 30, 2006, and have issued our report thereon dated May 26,
2008, wherein, we issued a disclaimer of opinion because based on our assessment of fraud risk, we
determined the risk for fraud to be too high and we were unable to apply other procedures to overcome
this fraud risk. In addition, the Fiscal Court had weaknesses in the design and operation of its internal
control procedures and accounting functions. Furthermore, management elected to override the internal
control procedures that werein place. In addition, management did not provide us with a representation
letter required by generally accepted auditing standards.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Knox County's internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the
Fourth Quarterly Report and not to provide an opinion on the internal control over financia reporting.
However, we noted certain matters involving the internal control over financial reporting and its
operation that we consider to be reportable conditions. Reportable conditions involve matters coming to
our attention relating to significant deficiencies in the design or operation of the internal control over
financial reporting that, in our judgment, could adversely affect Knox County’s ability to record,
process, summarize, and report financial data consistent with the assertions of management in the
financial statements. Reportable conditions are described in the accompanying schedule of findings and
questioned costs as items:  2006-01, 2006-02, 2006-03, 2006-04, 2006-06, 2006-07, 2006-08, 2006-09,
2006-11, 2006-12, 2006-13, 2006-15, 2006-17, 2006-19, and 2006-20.

A material weakness is a reportable condition in which the design or operation of one or more of the
internal control components does not reduce to a relatively low level the risk that misstatements caused
by error or fraud in amounts that would be material in relation to the financial statements being audited
may occur and not be detected within atimely period by employees in the normal course of performing
their assigned functions.

Our consideration of the internal control over financial reporting would not necessarily disclose all
matters in the internal control that might be reportable conditions and, accordingly, would not
necessarily disclose al reportable conditions that are aso considered to be material weaknesses.
However, we consider al of the reportable conditions described above to be material weaknesses.
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Report On Internal Control Over Financial Reporting
And On Compliance And Other Matters Based On An Audit Of Financial
Statements Performed In Accordance With Government Auditing Standards
(Continued)

Compliance And Other Matters

As part of obtaining reasonable assurance about whether Knox County’s Fourth Quarterly Report is free
of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance with which could have a direct and
materia effect on the determination of financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit, and accordingly, we do not express
such an opinion. The results of our tests disclosed instances of noncompliance or other matters that are
required to be reported under Government Auditing Standards and which are described in the
accompanying schedule of findings and questioned costs as items: 2006-05, 2006-08, 2006-10, 2006-14,
2006-16, 2006-18, 2006-21, 2006-22, 2006-23, and 2006-24.

This report is intended solely for the information and use of management and the Department for Local
Government and is not intended to be and should not be used by anyone other than these specified
parties.

Respectfully submitted,

%‘f@@/

Ross & Company, PLLC
Certified Public Accounts

May 26, 2008



REPORT ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO EACH MAJOR PROGRAM AND ON INTERNAL CONTROL
OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133






ROSS & COMPANY, pLLc

Certified Public Accountants
800 Envoy Circle
Louisville, KY 40299
Telephone (502) 499-9088
Facsimile (502) 499-9132
WWW.r 0SsCpas.com

The Honorable J. M. Hall, Knox County Judge/Executive
The Honorable Raymond Smith, Former Knox County Judge/Executive
Members of the Knox County Fiscal Court

Report On Compliance With Requirements
Applicable To Each Major Program And On Internal Control
Over Compliance In Accordance With OMB Circular A-133

Compliance

We have audited the compliance of Knox County, Kentucky, with the types of compliance requirements
described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance
Supplement that are applicable to each of its mgjor federal programs for the year ended June 30, 2006.
Knox County’s major federal programs are identified in the summary of auditor’s results section of the
accompanying schedule of findings and questioned costs. Compliance with the requirements of laws,
regulations, contracts, and grants applicable to each of its magjor federa programs is the responsibility of
Knox County’s management. Our responsibility isto express an opinion on Knox County’ s compliance
based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller Genera of the United States; and OMB Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations. Those standards and OMB
Circular A-133 require that we plan and perform the audit to obtain reasonabl e assurance about whether
noncompliance with the types of compliance regquirements referred to above that could have a direct and
material effect on a major federal program occurred. An audit includes examining, on a test bass,
evidence about Knox County’s compliance with those requirements and performing such other
procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion. Our audit does not provide a legal determination of Knox County’s
compliance with those requirements.

In our opinion, Knox County complied, in all material respects, with the requirements referred to above
that are applicable to each of its magjor federal programs for the year ended June 30, 2006.

Internal Control Over Compliance

The management of Knox County is responsible for establishing and maintaining effective internal
control over compliance with requirements of laws, regulations, contracts, and grants applicable to
federal programs. In planning and performing our audit, we considered Knox County’s internal control
over compliance with requirements that could have a direct and material effect on a major federal
program in order to determine our auditing procedures for the purpose of expressing our opinion on
compliance and to test and report on internal control over compliance in accordance with OMB Circular
A-133.
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Internal Control Over Compliance (Continued)

Our consideration of the internal control over compliance would not necessarily disclose all matters in
the internal control that might be material weaknesses. A material weakness is a reportable condition in
which the design or operation of one or more of the internal control components does not reduce to a
relatively low level the risk that noncompliance with applicable requirements of laws, regulations,
contracts, and grants caused by error or fraud that would be material in relation to a major federd
program being audited may occur and not be detected within a timely period by employees in the
normal course of performing their assigned functions. We noted no matters involving the internal
control over compliance and its operation that we consider to be a material weakness.

This report is intended solely for the information and use of management, federal awarding agencies,

and pass-through entities and is not intended to be and should not be used by anyone other than the
specified parties.

Respectfully submitted,

%‘f@@/

Ross & Company, PLLC
Certified Public Accountants

May 26, 2008
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Fiscal Year Ended June 30, 2006

SUMMARY OF AUDIT RESULTS

The auditor’s report expresses a disclaimer of opinion on the financial activity of Knox County,
Kentucky.

Fifteen (15) reportable conditions, all of which are considered material weaknesses, relating to the
internal control of the audit of the financia statements are reported in the Independent Auditor’s
Report.

Ten (10) instances of noncompliance material to the financia statements of Knox County were
disclosed during the audit.

No reportable conditions relating to the audit of the mgjor federal awards programs are reported in
the Independent Auditor’ s Report.

The auditor’s report on compliance for the audit of the major federal awards programs for Knox
County expresses an unqualified opinion.

There are no audit findings relative to the major federal awards programs for Knox County reported
in Part C. of this schedule.

The programs tested as magjor programs were: Congressionaly Identified Awards & Projects
(#11.469), Help America Vote Act Requirement Payments (#90.401), Homeland Security Grant
Program (#97.067).

The threshold for distinguishing Type A and B programs was $300,000.

Knox County was not determined to be alow-risk auditee.

FINANCIAL STATEMENT FINDINGS

2006-01 The County Should Improve Their Internal Control Procedures

The County has alack of segregation of duties. Due to the entity’ s diversity of official operations, small
size, and budget restrictions the County has limited options for establishing an adequate segregation of
duties. We recommend the following procedures be implemented to strengthen the internal control
weaknesses:

An independent person should list all receipts and agree them back to the treasurer’ s receipts ledger.
Also, the employee opening the mail should keep a listing of all checks received for that day,
detailing the date received, the check amount, whom it is from, and what the check isfor.

An independent person should open bank statements and review them for unusual items, such as
debit memos, and overdraft charges. The person by initialing the bank statement can document
this.

An independent person should review the treasurer’ s bank reconciliations for accuracy. The person
completing this review should initial the bank reconciliation to document that a review was
performed.

An employee independent of check writing and posting duties should match purchase orders to
checks and invoices. The employee who signs the checks should also cancel the purchase orders
and invoices to ensure invoices are not paid twice.

To have better interna controls, it is considered a best practice to keep the receipt of cash, the
disbursement of cash, and the posting of cash to the ledgers delegated to separate individuals.

Also, the County should implement stronger internal controls over the computer system. All
transactions should be backed up daily on a disk and should be secured off-site.
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(Continued)

B. FINANCIAL STATEMENT FINDINGS (Continued)

2006-01 The County Should Improve Their Internal Control Procedures (Continued)

We recommend the County implement these procedures. This will help segregate the duties of the
County Treasurer as well as other employees.

County Judge/Executive J.M. Hall’s Response: All responses of reference #2006-01-2006-24 are prior
administration’s policies and/or acts. We agree that segregation of duties, if available should be
implemented.

2006-02 The County’s Security and Controls Over The Accounting Software Are Inadeguate

Through observation and inquiry, we noted that several deficiencies appear to exist with regards to the
Fiscal Court’s accounting software. The software is installed on the following computers: the Finance
Officer, Deputy Judge/Executive, Judge, and the Treasurer. User restrictions are not in place leaving
the accounting and financial data prone to manipulation. Everyone in the office knows the password
and can access the software. Auditors observed instances of employees leaving their desk or office with
their computer unattended. The accounting applications were often open and vulnerable for
unauthorized access. |n addition, the payroll software does not have adequate restrictions and controls.
The payroll software allows any user to add or delete vacation, sick, and holiday hours that have
accrued to an employee. We believe this is a significant deficiency that could result in employees
receiving additional pay that has not been earned.

We recommend that the Fiscal Court contact their systems administrator or software manufacturer.
Specificaly, the accounting and payroll software should be reviewed and the following controls
implemented:

* ldentify authorized users and define their access to relevant information.

* Establish physical and logical controls to prevent or detect unauthorized access.

* Limit access to the accounting and payroll software based on job responsibilities and document
user authorizations.

* Passwords should be changed periodically and employees should not share their password with
others.

e Establish adequate physical controls to ensure that access to computer workstations are
restricted to authorized personnel. For example, employees should log off when leaving their
office or desk.

» Establish appropriate procedures for back-up and storage of applications and datafiles.

* The Treasurer and Finance Officer should be the only individuals who have access privileges to
the accounting and payroll software. All other employees or officials should have restricted
“read-only” access.

County Judge/Executive J.M. Hall's Response: We agree that controls of the software should be
implemented.
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B. FINANCIAL STATEMENT FINDINGS (Continued)

2006-03 The County Should Have Better Control Over Voided Checks

During the review of invoices auditor noted that several voided checks with signatures were included in
the files. We recommend that the County adopt a policy to have better control over voided checks by
detaching the signatures before filing in order to prevent misuse.

County Judge/Executive J.M. Hall’ s Response: We agree that detaching signatures should be a policy.

2006-04 The County Should Maintain Proper Records For The Public Properties Corporation Fund

The County should maintain proper records for the Public Properties Corporation — Debt Service Fund
(PPC). Sincethe Fiscal Court isfinancially accountable and legally obligated for the debt of the PPC, it
is reported as a blended component unit of the Fiscal Court. The County should receive the bank
statements for the PPC, maintain a receipts and disbursements ledger, and prepare a financial statement.
We recommend the County maintain proper records for the PPC in the future.

County Judge/Executive J.M. Hall's Response: We agree that proper records for the PPC should be
implemented.

2006-05 The County Should Require The Depository Institution To Pledge Or Provide Sufficient
Collateral

On August 31, 2005 and June 30, 2006, $63,960 and $976,482, respectively of the County’s
deposits of public funds were uninsured and unsecured. According to KRS 66.480(1)(d) and KRS
41.240(4), financia institutions maintaining deposits of public funds are required to pledge
securities or provide surety bonds as collateral to secure these deposits if the amounts on deposit
exceed the $100,000 amount of insurance coverage provided by the Federa Deposit Insurance
Corporation (FDIC). The Fiscal Court should require the depository ingtitution to pledge or
provide collateral in an amount sufficient to secure deposits of public funds at al times.

County Judge/Executive J.M. Hall’s Response: All depository institutions should pledge collateral in
that amount sufficient to secure deposits

2006-06 The Jail Canteen Account Should Be Closed

During review of the jail canteen fund, auditor noted a balance of $21,547 in the jail canteen bank
account. Since the jail is not in operation as a full service jail, and the canteen funds are restricted to
expenditures for the recreation or benefit of inmates, we recommend the Knox County Attorney consult
with the Department of Corrections to determine proper disbursement of the funds.

County Judge/Executive J.M. Hall’ s Response: The canteen fund has been officially closed per DOC
regulations.
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B. FINANCIAL STATEMENT FINDINGS (Continued)

2006-07 The Former Administration Transferred $411,604 Of Funds Prior To Fiscal Court Approval

The County made the following transfers between funds without prior Fiscal Court approval:

*  November 18, 2005 transfer from the Occupational License Fund to the General Fund for $204,127
- not approved until November 22, 2005

»  February 24, 2006 transfer from the Occupational License Fund to the General Fund for $207,577 -
not approved until February 28, 2006

We recommend that all transfers between funds have prior Fiscal Court approval.

County Judge/Executive J.M. Hall’ s Response: We agree that all transfers between funds should have
prior Fiscal Court approval.

2006-08 The County Did Not Follow Proper Purchase And Procurement Procedures That Resulted In
Over $2,000,000 Of Expenditures That Failed Testing Procedures

During our testing of expenditures, we found that some invoices were absent or did not provide
adequate documentation to support the expenditure. There were other instances where invoices were
not paid timely. Auditors selected 121 invoices for testing totaling $2,758,218. Our testing resulted in
110 deviations of the attributes tested. A summary of our findings follows:

* Inadequate or missing supporting documentation

0 Auditors noted nineteen (19) expenditures out of 121 tested that did not have adequate
supporting documentation. Of the nineteen (19) expenditures, ten (10) invoices
totaling $21,536 could not be located. The remaining nine (9) invoices totaling
$441,845 provided to auditors were not original and were either a faxed or copied
invoice. Since we did not have original or adequate documentation we could not attest
to the legitimacy of al items tested.

o In addition, thirty-three (33) Road Fund invoices that were selected for testing totaling
$965,396 were improperly itemized. The invoices selected did not include the
description of work performed, location, and/or the amount of hours and rate per hour.

e Late payment of expenditures
o Of the 121 invoices selected for testing, fourteen (14) invoices totaling $683,712 were

not paid within thirty (30) days. Auditors noted one (1) invoice for asphalt totaling
$6,182 was paid after being late three (3) years.
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B. FINANCIAL STATEMENT FINDINGS (Continued)

2006-08 The County Did Not Follow Proper Purchase And Procurement Procedures That Resulted In
Over $2,000,000 Of Expenditures That Failed Testing Procedures
(Continued)

e Lack of proper accounting practices

0 With the exception of the Road Fund, imaged copies of the backs of checks were not
maintained with bank statements including those statements for accounts containing
federal funds.

0 The clams list was not included with the official Fiscal Court minutes. Therefore,
auditors could not independently verify whether expenditures selected for testing were
approved by the Fiscal Court.

0 Purchase orders were not issued in accordance with established guidelines. Twenty-
nine (29) invoices totaling $321,052 did not have a purchase order attached to the
invoice. Important information was often excluded from purchase orders such as
product descriptions, quantities, prices, totals, and appropriation codes. In addition,
fifteen (15) purchase orders totaling $773,350 were processed without proper approval
signatures.

0 Due to the condition of the records and the Fiscal Court minutes, auditors could not
appropriately verify bidding requirements for expenditures over $20,000.

Good internal controls dictate that adequate supporting documentation be maintained for all receipts and
disbursements. The “Uniform System of Accounts’ as stipulated by the Department for Local
Government (DLG) requires counties to maintain adequate supporting documentation for all county
expenditures. Copies of invoices and faxed invoices are unacceptable. All original invoices should
agree to corresponding purchase orders. Expenditures for asphalt should be supported by weight tickets
since they document that the product was received for county operations and itemizes the day, location,
the receiver, and quantity of asphalt received. In an effort to strengthen internal controls over
disbursements, we recommend that the County maintain weight tickets for al asphalt expenditures.
Furthermore, the County employees should sign weight tickets as evidence that the product was actually
received and used for county operations.

KRS 65.140 requires any purchaser that receives goods or services to pay for those goods and services
within thirty (30) working days of receipt of a vendor’'s invoice. The County’s “Administrative Code”
requires the Fiscal Court to select the lowest or best bidder after advertised for bid in accordance with
KRS 424.260. We recommend that the County comply with these requirements by maintaining
supporting documentation for all expenditures, paying invoices timely, and bidding for expenditures in
excess of $20,000, in the future.
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B. FINANCIAL STATEMENT FINDINGS (Continued)

2006-08 The County Did Not Follow Proper Purchase And Procurement Procedures That Resulted In
Over $2,000,000 Of Expenditures That Failed Testing Procedures
(Continued)

Proper accounting procedures and internal control policies should be in place. Bank statements with
imaged copies of both front and backsides of checks should be maintained. All expenditures should be
reviewed and approved by the Fiscal Court prior to payment. Also, disbursements should be made as
soon as practical after the Fiscal Court approves the expenditures. All invoices should be cancelled
upon payment. Purchasing procedures should be in accordance with DLG requirements, specifically,
purchase orders must include the appropriation account number to which the claim will be posted and
proper approval by management or the department head. Vendor names, departments, product
descriptions, quantities, and prices should be on each purchase order issued in order for the purchasing
procedures to be effective. Sound management and a good internal control structure are essential for
the achievement of full oversight and accountability.

Lack of proper accounting practices and internal controls increases the risk that misstatements of
financial activity and/or fraud will occur and go undetected by the County. Without proper procedures
in place to mitigate the risk, the County is exposing public resources to potential misstatements and/or
fraud.

County Judge/Executive J.M. Hall’ s Response: Sound management and good internal control structure
are essential for the achievement of full oversight and accountability, and should be implemented.

2006-09 The County Should Take Possession Of Assets That Were Purchased Within A Reasonable
Time Period

During testing of expenditures, we discovered that the Former Judge/Executive ordered office furniture
in July 2005 that included a desk and hutch in the total amount of $4,144. Upon further investigation,
we determined that the expenditure did not have supporting documentation such as a receipt, purchase
order, etc. We discovered that the furniture was picked up on February 19, 2007. Upon further inquiry
it was determined that the furniture was not delivered to the County, and auditors could not determine
where the furnitureis currently located.

We recommend that the County take possession of assets within a reasonable period of time upon
procurement. We further recommend that the current administration report this to the proper
authorities.

County Judge/Executive J.M. Hall’ s Response: Proper authorities are aware of this transaction.
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2006-10 The County Owes Approximately $728,000 In Past Due Inmate Medical Bills

As of February 2007, the County owes approximately $728,000 in past due medical bills. The medical
bills are from multiple service providers for the healthcare services for Knox County inmates. Further
examination has determined that some of the medical bills are at |east three years past due. KRS 65.140
requires that any goods or services received be paid for within thirty (30) working days of receipt of the
vendor or service provider's invoice. Furthermore, the statute states that any unpaid invoices that
exceed 30 days should have 1% added to the approved price to be submitted to the vendor or service
provider.

We recommend that the County pay bills timely in accordance with KRS 65.140 in order to prevent
penaltiesthat are in excess of the purchase contract.

County Judge/Executive J.M. Hall’ s Response: We agree that payment of billsin a timely fashion per
KRS 65.140 should be followed.

2006-11 Over $4,000 Of Credit Card Expenditures Could Not Be Appropriately Validated And Were
Not Properly Documented

Auditors chose five (5) months of credit card statements to test for atotal of $10,265 charges. Of
the $10,265 of credit card expenditures tested, only $5,709 had proper documentation to support
the expenditure (leaving $4,556 without adequate documentation). Several expenditures were for
travel, meals, or miscellaneous supplies. Auditor inquired of county personnel to see if travel
vouchers existed to support expenditures related to meals and travel; we were told there are no such
files. In one of the five (5) months of credit cards statements that were tested, we found that the
payment was paid late which resulted in finance charges and late fees being applied to seven (7)
credit cards statement in that month.

The payment of finance charges is not a proper expenditure of public funds. Also, the former County
Judge/Executive’ s name continues to be printed on the statements. We recommend that the Fiscal Court
apply best practices when exercising its fiduciary responsibility to act as agents of the public trust. We
also recommend that the Fiscal Court have more control of credit card usage and require documentation
of who used the card and for what reason. Strong internal controls dictate that there be procedures in
place that reconcile monthly credit card receipts submitted by employees to the credit card statements.
Also, the credit card company should be notified to change the County Judge/Executive’s name. The
following procedures should be implemented immediately to strengthen internal controls over credit
card use:

» All receipts for credit card transactions should be attached to the statement and filed for preparation
of the claimslist.

*  Once the statement is received and all receipts related to that statement are attached to the credit
card statement, a detailed list of transactions should be included on the claims list presented to the
Fiscal Court for approval.
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B. FINANCIAL STATEMENT FINDINGS (Continued)

2006-11 Over $4,000 Of Credit Card Expenditures Could Not Be Appropriately Validated And Were
Not Properly Documented
(Continued)

»  Trave vouchers should be maintained to support meal, hotel, and other travel-related expenditures.
All receipts for such expenses should be attached to the vouchers with the signature of the
employee to substantiate and provide adequate documentation.

County Judge/Executive J.M. Hall's Response: We agree that the above recommendations should be
implemented.

2006-12 The Purpose And Location Of Work Performed Using Rental Equipment Should Be Logged
Daily And Signed By The Operator

During testing, we found that the former Judge/Executive rented a Case 580 M Backhoe from a rental
company that was delivered to a jobsite outside of Knox County. Further investigations found that the
location was Gordon Hill in downtown Corbin. We noted that the invoice was billed to Knox County
Fiscal Court, however, we were unable to verify the amount paid. There were several instances of
equipment being rented; however, we were unable to make any conclusions due to the county’s lack of
detail and documentation. We recommend that the Fiscal Court review the County’ s policies regarding
this and work to develop control procedures to provide detail that will document the work being
performed and location of such work being completed. Also, a person such as the operator should log
the beginning and ending hours on the machine each day, the worksite in which the equipment is used,
and then the operator should sign the log sheet.

County Judge/Executive J.M. Hall’ s Response: We agree.

2006-13 Questionable Payments Were Made To A Company Totaling $113,173 For Various
County Road Projects

Disbursements totaling $113,173 paid to one company for various county road projects are
guestionable. During the audit, we found instances where the checks were issued to a company in
which the former county judge executive may have financia interest. There were also instances where
these checks were cashed and or deposited by individuals other than the payee. Due to the questionable
endorsements, an organizational search of this company was performed on the Kentucky secretary of
state’s business records website. According to that search, no companies were found to match the
search request. In addition, occupational tax records were reviewed to determine whether the company
paid occupational taxes; no records were found of payments, nor of the company’ s existence.

Of the $113,713 total, only $44,483 contained endorsements. The remaining $68,290 did not contain
any endorsements. There were no purchase orders issued for payments made to this company. Five
checks were disbursed before afiscal court meeting totaling $45,550.
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2006-13 Questionable Payments Were Made To A Company Totaling $113,173 For Various
County Road Projects
(Continued)

Additionally, al of the invoices were not properly itemized. The invoices did not contain each day that
costs were billed to the county and did not identify the billing time periods on the invoice.

The above transactions may involve gquestionable banking practices relating to the depositing of and
cashing of checks by individuals other than the intended payee. The County Treasurer should obtain
fronts and backs of cancelled checks and review the endorsements. Any endorsements not to be the
intended payee should be referred to the fiscal court, which should seek legal advice from the County
Attorney as to the appropriateness.

We recommend the county follow its Ethics Code. Any violations should be reported to the
Cumberland Valley Regional Board of Ethics. The County Attorney should follow-up on any findings
by the Ethics Commission and implement recommendations made.

County Judge/Executive J.M. Hall’ s Response: We agree.

2006-14 The County Should Require All Employees To Maintain Timesheets And Keep Attendance
Records

During our testing of payroll, we noted the following weaknesses:

*  Timesheets were not prepared by all employees including the Deputy Judge and Solid Waste
Director

*  Numerous timesheets did not have proper supervisory approva

* Employee signatures were absent from employee timesheets

* Vacation and sick |eave balances were not maintained for al employees

e Timesheets did not match amounts paid according to check stubs

According to KRS 337.320, “every employer shall keep arecord of the hours worked each day and
each week by each employee.” Good interna controls dictate all timesheets have supervisory
approval, and proper and accurate records of vacation and sick time should be maintained. We
recommend that the Fiscal Court ensure employees maintain timesheets that are properly approved
by supervisors. Timesheets should include any approved time off including vacation and sick time.
Central oversight should be maintained for all payroll records. In addition, reconciliations should
be completed each pay period in order to perform reconciliations of the earnings records and leave
time to timesheet.

County Judge/Executive J.M. Hall’ s Response: We agree.
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B. FINANCIAL STATEMENT FINDINGS (Continued)

2006-15 The County Has Inaccurate And Incompl ete V acation Records For Employees

During the test of employee vacation and sick leave time, major discrepancies were found. We tested
the vacation time of nine (9) employees. Based upon the records made available to auditors, three (3)
employees took vacation time in excess of the vacation time they actually earned. We further noted
these three (3) employees had additional unused leave balances on their paycheck stubs. Also, there
was no record of the vacation or sick leave time for three (3) other employees that were tested.

We recommend that the Fiscal Court implement policies in order to track vacation time that employees
accrue. We further recommend that safeguards be put into place to create check and balances to track
benefits, such as a person independent of the payroll process keeping separate records.

County Judge/Executive J.M. Hall’ s Response: We agree.

2006-16 The County Should Ensure That The Same Level Of Hedlth Insurance Benefits Are Provided
To All County Employees As Stated In Kentucky Attorney General Opinion (OAG) 94-15

During the testing of payroll, auditors noted that county employees are not receiving the same level of
health insurance benefits. Elected officials are receiving county-paid family coverage while others are
paying for the extra cost for family coverage. During fiscal year ended June 30, 2006, the County paid
as much as $655 per month per employee for the additional costs of the family plan over the single plan.
The County’s Administrative Code states that the County promotes equal opportunity in matters of
compensation and benefits. It further states that the County pays for an individual’s health insurance
policy but does not add that certain individuals will receive the family benefit as well. In the review of
subsequent events, the auditors found that in September 2006, the County amended and approved an
Administrative Code in which a provision was added that states:

“The County pays the premium for all individual health insurance policies offered by the
county; except, however, the county will pay the premium for family health insurance plans for
al elected county officials, senior executives and department heads as may be negotiated in
their compensation package.”

During subsequent testing of payroll, it was also determined that the additional health coverage was not
included in taxable wages on the 2006 W-2's. According to IRS regulations this additional
compensation may be considered taxable benefits. If so, this amount would have to be included in gross
wages, which in cases of elected officials that have maximum salaries set by the Department of Local
Government, it would cause them to refund a portion of their wages. We recommend that this matter be
discussed with the County Attorney and possibly atax consultant.
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2006-16 The County Should Ensure That The Same Level Of Hedlth Insurance Benefits Are Provided
To All County Employees As Stated In Kentucky Attorney General Opinion (OAG) 94-15
(Continued)

OAG 94-15 dtates, “the basic statute providing for governmentally funded health coverage (KRS
79.080) for public employees does not provide for one level of coverage for officers, and another level
for employees. Accordingly, we believe such differing coverage would not be lawful as not authorized
by statute.” We recommend that the County comply with the Administrative Code and provide the
same level of benefits to all county employees. We further recommend that the Fiscal Court seek legal
advice from the County Attorney as to the legality of not providing the same level of health insurance
coverage for all employees as stated in OAG 94-15. We would also like to inform the county that
although a procedure or policy is established in the County’s Administrative Code, the Administrative
Code does not trump established laws, statues, and regulations in order to make broader policies.

County Judge/Executive J.M. Hall' s Response: This was the previous administration’s policy, therefore
we have no comment.

2006-17 The County Failed To Report Fringe Benefits Compensation As Taxable Income On
Employees W-2's And The County Also Needs To Improve Internal Controls Over County
Cell Phone Usage

The County failed to include the fringe benefits of personal use of cell phones in the taxable wages of
employees and their W-2's. In the testing of payroll and other established testing procedures it was
discovered that employees of the county are regularly using county issued cell phones for persona
purposes. Failure to report these fringe benefits as taxable wages are against regulations of the Internal
Revenue Service.

The County provides cellular telephones to multiple departments and personnel. Testing of the usage
found that the cellular telephones are not only being used for county business but also personal business
as well. During the year ended June 30, 2006, the cellular phone bills were approximately $1,000 per
month. The personal usage per month is significant and should be taxed accordingly.

The County administrative code only restricts the use of County property from the road department for
personal use. Consequently, it doesn't appear that there are any restrictions or policies for the use of
County property by other employees or departments. We recommend the following procedures and
recommendations be followed:

e Account for the personal use of cellular phones properly by applying the appropriate taxable
amount to the employees’ W-2's as required by IRS regulations.

*  The County should evaluate the necessity of cellular phone usage for each employee.

e The County should make every effort to adhere to the Administrative Code and amend it as
necessary to implement stronger controls.
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2006-17 The County Failed To Report Fringe Benefits Compensation As Taxable Income On
Employees W-2's And The County Also Needs To Improve Internal Controls Over County
Cell Phone Usage
(Continued)

County Judge/Executive J.M. Hall’ s Response: Thisis prior administration’s policy and we recommend
changes be implemented as required.

2006-18 The Fiscal Court Minutes Should Be Complete, Adequately Maintained, And Filed In The
Proper Location

During our review of the fiscal court minutes, we found that an employee that works in the county
judge/executive' s office had been appointed to be the fiscal court clerk. In addition, the minute books
were being filed in the county judge/executive's office. KRS 67.120(1) states that a fiscal court clerk
may be appointed by the fiscal court if the county clerk declines to serve as the fiscal court clerk.
KRS 67.100(5), however, states that the minute books shall be kept in the office of the county clerk.
We recommend the county comply with KRS 67.100(5) and file the fiscal court minutes in the office of
the county clerk.

Further review of the minutes revealed that the claims lists approved by fiscal court were not attached to
the fiscal court minutes. The claims lists were filed separately from the minutes and were not signed by
members of the fiscal court. Therefore, we could not verify that the members certified that claims were
approved for payment. Also, during our review of subsequent events, we observed that the fiscal court
clerk had not signed each of the minutes in July 2006. In one instance we found that the acting
chairman did not sign the minutes. In addition, during the review of subsequent events, there were
documents and contracts of the county that were signed by a former employee of the county.

In general, the official fiscal court minutes were in a complete state of disarray with post-it-notes,
scribbling, unbound pages, folded papers, and items that had nothing to do with what should have been
in the fiscal court minute books. The minutes were not detailed enough to provide adequate information
to the public or to the auditors. The fiscal court minutes need to accurately reflect what occurs during
fiscal court meetings. The minutes need to include all bids submitted to fiscal court, a listing of all
claims approved and paid, road work logs and plans, copies of al budgets and financial statements, and
other items presented (includes contracts, estimates, bids, etc.) that supports the actions taken by the
fiscal court.
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2006-18 The Fiscal Court Minutes Should Be Complete, Adequately Maintained, And Filed In The
Proper Location
(Continued)

Anyone that is interested in reviewing the recordings for information in regards to the Fiscal Court
meetings should be able to find it in the minutes. The absence of this supporting documentation
prevents the public from reviewing what actually occurred at the Fiscal Court meetings. We were often
unable to verify information in the minutes because of lack of detail and supporting documentation.

In an effort to increase controls over the Fiscal Court minutes, we recommend the claims list be indexed
and attached to the minutes. We further recommend that the minutes of the court be stored in the
County Clerk’s office. The pages of the minutes and the claims list should be sequentially numbered
and signed by all members of the Fiscal Court certifying that they are correct and complete. All
supporting documentation should be located in the minutes as well in order to support any decision
made by the Court. Also, we recommend that contracts, legal documents, and other documents that
may bind the County to an agreement should not be signed by anyone other than the proper County
employees or officials.

County Judge/Executive J.M. Hall’ s Response: We agree.

2006-19 The Former County Treasurer Did Not Prepare A Schedule Of Expenditures Of Federal
Awards

The former County Treasurer did not prepare the Schedule of Expenditures of Federal Awards for fisca
year ended June 30, 2006 in accordance with OMB Circular A-133. During fiscal year ended
June 30, 2006, a single audit was required if federal expenditures equaled or exceeded $500,000. OMB
Circular A-133 Audits of States, Local Governments and Non-Profit Organizations, section 310(B)
requires the auditee to prepare a schedule of expenditures of federal awards covered by the auditee’s
financial statements. At a minimum, the schedule should include the following, if applicable:

» Listindividua Federa programs by Federal Agency. For Federal programsincluded in a cluster of
programs, list individual Federal programs within a cluster of programs. For Research &
Development, total Federal awards expended shall be shown either by individual award or by
Federal agency and major subdivision within the Federal agency. For Example, the Nationa
Institutes of Health is amajor subdivision in the Department of Health and Human Services.

*  For Federa awards received as a sub recipient, the name of the pass-through entity and identifying
number assigned by the pass-through entity shall be included.

* Provide total Federal awards expended for each individual Federal program and the Catalogue of
Federal Domestic Assistance (CFDA) number or other identifying number when the CFDA
information is not available.

* Include notes that describe the significant accounting policies used in preparing the schedule.

* To the extent practical, pass-through entities should identify in the schedule the total amount
provided to sub recipients from each Federal program.
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2006-19 The Former County Treasurer Did Not Prepare A Schedule Of Expenditures Of Federal
Awards
(Continued)

* Include, in either the schedule or a note to the schedule, the value of the Federal awards expended
in the form of non-cash assistance, the amount of insurance in effect during the year, and loans or
loan guarantees outstanding at year-end. While not required, it is preferable to present this
information in the schedule.

In the future, we recommend the County properly prepare the Schedule of Expenditures of Federal
Awards and provide supporting documentation for amounts reported.

County Judge/Executive J.M. Hall’ s Response: We agree.

2006-20 The County Should Maintain Complete And Accurate Capital Asset Schedules To Comply
With GASB 34 Requirements

The County did not have a complete capital asset schedule for fiscal year 2006. The schedule was not
al-inclusive. Auditors found additional assets that had to be added to the County’s schedule. Also, the
schedule had many errors and omissions. Depreciation amounts were not calculated correctly for
certain assets and historical costs were not included for al assets. The number of years owned was
either not included for all assets or was in error. As a result of this, auditors used the County’s prior
year audited schedule, inventory schedule as provided by the new administration, and then adjustments
were made for additions and deletions for fiscal year 2006 activity. We recommend that the County
maintain complete and accurate capital assets schedules to comply to GASB #34 requirements.

County Judge/Executive J.M. Hall’ s Response: We agree.

2006-21 The County Should Ensure That All Required Individuals File A Financial Disclosure
Statement

During our review of financial disclosure statements, we discovered that several required elected
officials, appointed officers and employees did not file a financial disclosure with the Cumberland
Valley Regional Board of Ethics. Thisincludes the following individuals:

e County Jailer

¢ County Coroner

* Constables

e Chief Deputies

*  Department Heads

Under the authority of KRS Chapter 65, Knox County Fiscal Court enacted an ordinance establishing a
code of ethics to guide the conduct of elected and appointed officers and employees of the county.
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2006-21 The County Should Ensure That All Required Individuals File A Financial Disclosure
Statement
(Continued)

According to the ethics code adopted by the county, the following individuals shall be required to file a
financial disclosure statement:

1. Elected officers,

2. Candidates for elected office;

3. Commission or Board appointees, appointed and/or approved by the Knox Fiscal Court
that receive any compensation for such appointment; and

4. Chief deputies, and department heads (e.g. Ambulance Director, Road Supervisor,
Assistant and Deputy Judge/Executive)

The financial disclosure statements required by the county’s ethics code shall be filed with Cumberland
Valley Regiona Board of Ethics no later than March 1, at 3:00 p.m. each year for compensated board
appointees and all elected county officials and within 21 days after the filing date for candidates for
county offices or their date of nomination which ever shall first occur. Any financial disclosure
statement filed after this date is delinquent. We recommend the county follow its Ethics Code. Any
violations should be reported to the Cumberland Valey Regional Board of Ethics. The County
Attorney should follow-up on any findings by the Ethics Commission and implement recommendations
made.

County Judge/Executive J.M. Hall’ s Response: We agree.

2006-22 The County Entered Into An Agreement To Lease/Sell The Knox County Hospital Without
Fiscal Court Approval And Without Complying With State Disposal Laws

On February 1, 2006, the former Knox County Judge/Executive entered into an agreement with a
private corporation (Pacer Health Corporation) to lease the Knox County Hospital with an option for the
Corporation to buy the Hospital. This agreement states that Pacer shall lease al of the assets for a fee of
$2,000,000, to be paid at closing. The agreement grants a purchase option, which is the current amount
of bond debt reduced by closing fees and lease payments at the time the purchase option is executed.
Review of county records reveal that the county didn't have ownership of the hospita at the time the
agreement was entered into by the Former Judge/Executive. Ordinance Number 20060222-1
authorizing the county to assume full responsibility for the hospital operations was not effective until
February 20, 2006, which is nineteen (19) days after the agreement was executed. This ordinance was
not presented to the fiscal court until February 22, 2006, which is twenty-five (25) days after the
agreement was executed and two (2) days after the effective date of the ordinance. Therefore, the
former Judge/Executive did not have the authority to enter into this agreement to lease/sell the hospital.
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2006-22 The County Entered Into An Agreement To Lease/Sell The Knox County Hospital Without
Fiscal Court Approval And Without Complying With State Disposal Laws
(Continued)

In addition, the agreement also held the County financially liable for a penalty of $750,000 if the
County did not follow through with the agreement. KRS 67.0802 lists the methods by which counties
may surplus property (real and personal). These methods include, and are limited to: auction, electronic
auction, sealed bid, and transfer to another governmental entity. On July 11, 2006, an Interim
Management Agreement and Lease and Operating Agreement was amended to extend the final
agreement deadline. The agreement was finalized in December 2006. The terms of the lease are
summarized as follows:

1. Pacer will have control of the Hospital Facility.

2. Pacer will collect al revenues and pay all expenses in the operation of the Hospital

3. Pacer will make monthly lease payments to the Trustee of the 2006 Bonds in an amount equal
to the debt service on the 2006 Bonds.

4. Pacer will pay al expenses associated with maintaining and insuring the Hospital.

5. Pacer will pay any leasehold tax payments due under Kentucky Law and will pay in lieu of tax
payments on December 1 of each year to the County.

6. Once the new Series 2006 Bonds are paid, Pacer has the option to take title to the Hospital as
owner.

7. Pacer will provide the County with financial reports but it will be solely responsible for the
operation of the Hospital and will not have to seek approval from the County for its
management functions.

We recommend the County take actions to ensure proper approval of transactions by Fiscal Court and
that proper disposal of assets laws are followed. We also recommend the County take possession of
financial reports when possible and obtain debt confirmations periodically to ensure that the debt
payments are being made in regards to the 2006 Hospital Bonds. In addition, a current audit of the
Knox County Hospital has not been performed; therefore we recommend that the County request such
documents when they become available. We further recommend that the County Attorney review the
legal status in regards to contractua obligations being fulfilled. This information will be forwarded to
the appropriate authorities.

County Judge/Executive J.M. Hall’ s Response: We agree.
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2006-23 The County Should Ensure That The Knox County Public Properties Corporation Is
Complying With Contractual Agreements

On November 15, 2005, Knox County authorized the acceptance of the deed for the Doctor’s Office
Building (Old Hospital Park) in and for consideration of the Knox County Fiscal Court’s mortgage
against the property by payment of amutually agreed lump sum of $300,000.

In an agreement with the Former Hospital Operating Board, it was stated that the Hospital would be
responsible for paying the debt, as long as the hospital was producing income. Upon the completion of
the new Hospital, the old Hospital Park was rented out as doctor’s offices. The renting of the property
made the property income producing, therefore, the funds should have been paid toward the 1981
Hospital Bond. The Knox County Public Properties Corporation did not enforce payment and therefore
the funds were not used for the purpose of paying the bond debt. Thus, the transaction above took
place.

We recommend that in future agreements the Public Properties Corporation enforce payment and
contractual agreements.

County Judge/Executive J.M. Hall’ s Response: We agree.

2006-24 The Former Treasurer Did Not Prepare An Annual Statement In Accordance With KRS
424.220

The Treasurer’s annual settlement was not prepared or published. KRS 424.220 requires public officers
who receive or disburse public funds to prepare an itemized, sworn statement of all funds collected,
received, held, or disbursed during the fiscal year. The annual statement is required to show the total
amount collected and received from each individual source, and the total amount of funds disbursed to
each individual payee and the purpose for which expended (the amount of salaries paid to al non-
elected county employees can be showed as lump sum expenditures by category). The annual statement
must also have attached a certificate from the cashier or other proper officer from the banks in which the
funds are or have been deposited during the past year showing the balance of funds. We recommend
the County prepare and publish an annua settlement in the future.

County Judge/Executive J.M. Hall’ s Response: We agree.

C. FEDERAL AWARD AUDIT FINDINGS

None
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D. SUMMARY OF PRIOR AUDIT FINDINGS

2005-13 The Fiscal Court Should Properly Prepare A Schedule Of Expenditures Of Federal Awards

2005-15

2005-16

2005-19

2005-25

e Uncorrected. Repeated as finding 2006-19

Knox County Fiscal Court Has Questioned Costs of $134,090 of Federal Transportation
Grant Due To Failure To Comply With Allowable Costs

e Grant agreement has been closed - corrected.

Knox County Should Properly Monitor Federal Transportation Grants And Should Require
Adequate Documentation For Project Costs

e Grant agreement has been closed - corrected.

The Knox County Fiscal Court Did Not Maintain Proper Supporting Documentation For
Federal Funds Resulting In Questioned Costs of $37,303 For The May 2004 Disaster

*  The county submitted additional documentation to be reimbursed for a portion of the
amount in question and the remaining was paid by the county.

The County Should Improve Monitoring Controls Over Grants Administered By Third
Parties

e Corrected.








